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At a time when all of the countries of South America, to one degree or another, are suffering the ill
effects of inflation, small Uruguay has made a point of lowering consumer costs—at least for one
vital service: electricity. The move went into effect July 1 and benefits not only household consumers
but also commercial and industrial enterprises.
Starting in the second half of 2008, the state-owned company Usinas y Transmisiones Eléctricas
(UTE) began using notably social criteria to manage its electricity rates. It raised prices various times
during that six-year span, but always by degrees that were lower, percentage-wise, than the rate
of inflation. The result was an indirect cost reduction for consumers. Starting last month, the state
utility took things further still, this time by offering a direct cost reduction of 5.5% for household
consumers and 6% for the small and medium-sized companies that together employ approximately
68% of the country’s economically active population.
How has this phenomenon been possible? Above-average rainfall has helped somewhat by filling
the reservoirs on which Uruguay’s hydroelectric plants depend. But the real answer to the question
has to do with policies undertaken by the progressive government of the Frente Amplio (FA), which
has committed itself in recent years to radically reshaping the country’s energy matrix (NotiSur,
Oct. 4, 2013). The result of those policies is that approximately 40% of the electricity generated in
Uruguay now comes from clean resources such as wind, sun, rain, and biomass (agricultural waste
that can be burned), which have the advantages of being inexpensive, inexhaustible, and readily
available in country. That percentage represents a veritable revolution considering that the global
average regarding renewable-energy generation is just 17%.

A heavy burden
Uruguay, whose roughly 3.3 million inhabitants are spread throughout a territory of slightly more
than 176,000 sq km, has neither oil nor natural gas. As such, electricity—which until six years ago
was generated mostly in thermoelectric plants (fossil-fuel-burning facilities run primarily on coal
or diesel)—has historically been a heavy burden both for industry and for individual households,
which need electricity to operate everything from their kitchen stoves to their heating systems.
Although Uruguayan winters tend to be relatively mild, offshore winds and high humidity along the
southern coast, an area that includes Montevideo, the capital, make it so that residents are obliged to
heat their homes for approximately four months per year. During that time, families pay an average
of US$215 per month on electricity, a huge amount of money considering that the country’s average
household income is roughly US$1,400 per month. The burden is heavier still for the one-third
of the population that earns the minimum monthly salary of US$383. Households in which both
adults work but earn the minimum salary survive on less than US$800 per month. In schools and
state offices, students and employees often have no choice but to endure the cold during the winter
months.
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Ramón Méndez, who heads the Dirección Nacional de Energía (DNE) and has a doctorate
in physics, was tasked with designing the Uruguayan energy revolution during the first FA
government, led by President Tabaré Vázquez (2005–2010). "This is a long-term policy, which is
key. It’s something very few countries in the world have," he explained in an interview with the
Montevideo daily El País. "The introduction of renewables boosted our energy independence.
This is about economic survival. It has also allowed us to guarantee supply, which, historically
speaking, is a big deal for Uruguay. It’s gotten to the point that last summer we were able to export
to Argentina an amount [of electricity] equivalent to 50% of our consumption."
Until just a few years ago, during periods of temperature extremes, authorities had to control the
supply of electricity with scheduled power cuts that affected households and businesses alike.
Méndez explained that, since 2008, Uruguay has invested 3% of its GDP per year to revamp the
energy structure. The Uruguayan model has other unique characteristics as well, he noted. "Unlike
Argentina, Spain, and the rest of the European Union countries, we don’t subsidize energy," said
Méndez. "The DNE holds auctions and tenders and chooses technologies that are mature and
profitable for the country. One of the biggest successes has been the construction of wind farms;
wind is more stable than rain. It’s consistent year after year and is a financially profitable business."

Forward thinking
Thanks to the energy revolution, launched by Vázquez and continued by President José Mujica,
head of the FA’s second-consecutive administration, the government hopes that by 2016 renewableenergy sources will account for 93% of the country’s electricity: 45% will come from hydroelectric
dams, 33% from wind farms, and 15% from biomass.
The private consulting firm SEG Ingeniería noted in a recent report that Uruguay, provided
it remains on target, will become the world leader in wind-energy penetration, meaning the
percentage of overall electricity a country derives from wind turbines. Denmark, the current world
leader with 28% of its electricity coming from wind farms, would fall to second place on the list.
In the actual amount of wind-powered electricity available, Uruguay expects, by 2016, to boast an
installed capacity of 1,200 megawatts. That number takes into account various projects (wind farms)
in distinct phases of construction that are being developed by private companies and by the UTE.
Both SEG Ingeniería and UTE have drawn attention to how detailed the government’s energy
program is. Looking ahead to next year, for example, Uruguay has already come up with a
plan to use its wind and hydroelectric facilities in tandem. On windy days, authorities will rely
mainly on wind farms and thus be able to conserve water that would normally go to producing
hydroelectricity; as such, Uruguay’s reservoirs will have more water available for moments when its
wind turbines are not able to operate. If both wind and water are scarce, the country will have the
option of using thermoelectric plants that will be operated primarily with natural gas imported from
Argentina in the form of liquefied natural gas (LNG) but processed locally at a regasification plant
under construction outside Montevideo.
More than 20 private wind parks are under construction or waiting authorization, plus another
dozen involving at least some level of participation by UTE. The state utility has partnered as well
with Brazil’s Electrobras, also a state-owned company, on a major wind park scheduled to being
operating in the coming months. In total, the various projects involve some 500 wind generators
distributed throughout the country, though with a particular concentration in the south, which
has the benefit of strong offshore winds. Together they represent roughly US$2 billion worth of
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investment money, an amount the Uruguay state could not expect to cover on its own. This is how
Uruguay will end its long history of energy dependence.

More cost cuts?
Interestingly, the upsurge in wind power has coincided with an eight-year period of sustained
economic growth in Uruguay. There is a correlation as well between economic growth and increased
energy demand, both by households and the productive sector. Since 2005, energy demand has risen
by an average of 6% annually. DNE expects that trend to continue during the next decade. "Here
we’re again faced with the eternal question: Which comes first, the chicken or the egg?" Méndez
asked.
As part of its overall policy to reshape the energy matrix, the government instituted a series of tax
incentives in 2009 that pertain specifically to the renewable-energy sector and have helped spur
both local and foreign investment. The generous incentives have been particularly effective for
wind-power projects, which are being financed mostly by foreign rather than local investors because
of the large overhead costs involved.
As a result of its long-term planning, South America’s second smallest country—which until
recently had never stood out as being a particularly forward-thinking nation—has suddenly become
one of the world’s energy leaders. UTE is now hoping, in the next five years, to reduce electricity
rates even more, in part because of continuing development of wind power but also by setting up
what is known as a combined-cycle power plant. "This is a plant in which the thermal energy from a
fossil fuel is transformed into electricity via two thermodynamic cycles, one involving a combustionpowered gas turbine, the other a conventional water/vapor turbine," said UTE president Gonzalo
Casaravilla.
"With these new forms of generation we will be able to lower production costs in 2016, possibly
by 30%, which would allow us to keep passing along the benefits of our good planning and
management to our customers. We’re thinking [about a rate reduction] of 15%," he added.

-- End --
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